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WordLogic Corporation.

Explanatory Note to Form 10KSB Amendment 1:

The Company has restated its December 31, 2004 consolidated financial statements to reflect the beneficial
conversion feature associated with the convertible note payable discussed in Note 4 to the accompanying
consolidated financial statements. The beneficial conversion, totaling $127,379 ($29,718 in 2004 and $97,661 in
2003), has been recognized as interest expense with a corresponding increase to additional paid-in capital in the
accompanying consolidated financial statements.

Note 8 to the accompanying consolidated financial statements sets forth the effects of the restatement discussed
above. Amounts reflected in the note as “As Previously Reported” represent those amounts included in the
Company’s initial Annual Report on Form 10-KSB for the year ended December 31, 2004.

The revisions, consisting of the non-cash beneficial conversion discussed above, had no impact on the Company’s
total shareholders’ deficit. Nevertheless, management considered it necessary to immediately restate the 2004
consolidated financial statements for transparency. The note holder did not take advantage of the imbedded
beneficial conversion feature as of December 31, 2004.

Changes to our original Form 10KSB by this amendment are limited to those revisions related to the beneficial
conversion expense discussed above. No other changes or updated disclosures have been made or are implied in this
amended report. This amended discusses the state of the company as of the date of the original filing of Form
10KSB for the year ended December 31, 2004.
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WordLogic Corporation.

Description of Business

Forward-Looking Statements

Certain statements concerning the Company's plans and intentions included herein may constitute forward-looking
statements for purposes of the Securities Litigation Reform Act of 1995 for which the Company claims a safe
harbor under that Act. There are a number of factors that may affect the future results of the Company, including,
but not limited to, (a) the ability of the Company to obtain additional funding for operations, (b) the continued
availability of management to develop the business plan and (c) successful development and market acceptance of
the Company’s products.

This annual report may contain both historical facts and forward-looking statements. Any forward-looking
statements involve risks and uncertainties, including, but not limited to, those mentioned above. Moreover, future
revenue and margin trends cannot be reliably predicted.

General

WordLogic Corporation (formerly The American West.com, Inc.) began operations in the Spring of 1999. The
company was an Internet based company whose primary business was to facilitate business-to-business and
business-to-consumer sales and person-to-person (auction) trading of clothing, furnishings, accessories, art,
memorabilia, travel/entertainment packages, and all other goods and services with an American Old West theme.

Pursuant to an Agreement and Plan of Merger dated as of March 11, 2003; the company entered into such
agreement to merge with and acquire the assets of WordLogic Corporation, a Delaware corporation. In anticipation
of closing of the Agreement and Plan of Merger, the company changed its name from “The American West.com,
Inc.” to “WordLogic Corporation" and changed the symbol under which the company's common stock trades on the
Over-The-Counter Bulletin Board. The closing of the Agreement occurred on May 27, 2003.

The Company has one wholly-owned subsidiary, 602531 British Columbia that was incorporated under the laws of
British Columbia on March 2, 2000. This subsidiary holds WordLogic Corporation’s intellectual property including
its patents and trademarks.

The Company has authorized 100,000,000 shares of common stock, par value $.001 At December 31, 2004
21,951,663 shares of common stock were issued and outstanding.

Our common stock trades on the Over-the-Counter Bulletin Board under the OTCBB symbol "WLGC".

The Company has a December 31* fiscal year end.
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WordLogic Corporation.

WordLogic Corporation
The Last Word in Text Entry

Description of Business

WordLogic Corporation is a technology company that delivers predictive interface solutions for computing devices
ranging from small hand-held devices to conventional desktop computers. Incorporated in the United States, the
company’s research, testing and marketing facilities are located in Vancouver, British Columbia, Canada.

WordLogic Corporation's principal activity is to research, develop, market, license and sell intellectual property
including the WordLogic™ Predictive Keyboard. The company currently holds one patent for “Data Entry for
Personal Computing Devices” and has five additional pending patents.

The WordLogic Predictive Keyboard software makes text and data entry fast, efficient and simple. Innovative in
design and featuring high-speed text prediction, the software was originally designed for computing and
communication devices with limited screen dimensions ranging from small hand-held devices such as PDAs and
SmartPhones to larger in-vehicle or mounted touch screen devices.

The desktop version of the WordLogic software provides an on-screen, software-based keyboard that, with a single
keystroke, begins predicting the next most common letter, words and with WordChunking™, automatically
completes words and phrases. It is currently available in two languages, English and Dutch. The software will be
available in French, German, Spanish, Italian, and Portuguese in the near future. The software is compatible with
any device operating on the PC platform.

The WordLogic™ Predictive Keyboard has the ability to learn and adapt to a user’s vocabulary, which makes
information entry more efficient each time it is used. Its patented word prediction and WordChunking™
technology allows for fast and accurate word completion especially for long or complex words and phrases.

How the Software Works

When a user types the first letter of a word, an on-screen keyboard highlights the next five most common letters as
well as the most frequently used words beginning with the entered letters. As the user continues to type, the
selection of words is narrowed down, providing the most likely word as selectable options in the prediction
window.

FAIOEEE | The desired‘word can then be selected by either using the mouse or keyboard..By
nr?-:tu::: alwiBl | t | Il - simply holdmg down any letter — for examp.le, the next 1ett.er .to be .typed -- or just
now....| 80 s | d] #Taln]ilk]] by holding down the spacebar — the user activates the prediction window, and can

n';f’; ] 2[x]c]v[b]n]m]. *’ select desired words using the arrow keys. This ability to hold a letter down

il == while using other keys simultaneously is unique to the WordLogic software, and

New Edit Tools B3 W does not restrict key commands for other software applications running on the
PC.

Once comfortable with the WordLogic Predictive
Keyboard, a user has the option to display only the
predicted words, or completely hide the prediction
window, providing an unobstructed view of the
applications with already unrestricted use of the keys. At
any time, a user can invoke the prediction window by
simply holding down a letter or the spacebar.

The WordLogic Predictive Keyboard “intuitively” detects new words and allows them to be added on the fly to a
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WordLogic Corporation.

user’s personal dictionary. A similar functionality is offered for phrases through use of Control-C.
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WordLogic Corporation.

Marketing Plan

The Company presently markets its Desktop software online. In addition, the Company markets its PDA software in
seven languages to consumers using online commerce engines such as handango.com and pocketgear.com. The
company intends to license its technology to OEMs and other software developers in return for a royalty based on
the number of units sold and will continue to market its product to end users via the Web and direct marketing
programs. There are also numerous vertical market opportunities for the company in terms of industry-specific
applications. For example the learning disabled market, customized dictionaries and the use of the WordLogic
technology by other software developers.

The Company also intends to generate royalty income from the licensing and sale of its intellectual property
including the WordLogic™ Predictive Keyboard and its patent portfolio.

2004 Business Activities

On March 4, 2004, the Company’s first Patent was granted. As its patent portfolio of five additional patents
becomes crystallized, the Company will claim royalty rights from any software applications, operating systems or
handheld wireless devices that infringe upon existing or future patents. These patents will provide the foundation
for Company’s expandable technology and are expected provide broad coverage and a commercial pathway to
increase revenue streams through the enforcement of intellectual property rights.

The Company released version 4.1 of its PDA software in March 2004.

On July 23, 2004 the Company reached a settlement agreement with Hewlett Packard Company regarding a
copyright infringement claim, as well as related claims, filed by the Company against Hewlett Packard Company in
the United States District Court. The Company realized a net gain on the settlement totaling $1,600,000

During the year ended December 31, 2004 the Company commenced with the development of a desktop version of
its Predictive Keyboard ™. On February 15, 2005 the company announced the availability of a preview version of
Predictive Keyboard™ for Desktop PCs and on March 31, 2005 the Company commercially released the new
software via download on its website and also on a USB Flash Drive through its e-commerce engine.

On November 16, 2004, the Company announced the appointment of Dr. David Stirling as Vice President of
Business Development for the newly-created Educational Division. Prior to joining WordLogic, Dr. Stirling was
Principal of Kyuquot Elementary Secondary School and Director of the Houpsitas Adult Learning Center in
Kyuquot, British Columbia. Throughout his career, Dr Stirling has been developing individual education programs
for students with learning difficulties. Dr. Stirling has utilized the WordLogic Predictive Keyboard™ with his
students and has discovered that is a powerful tool in enabling individuals to communicate effectively.
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WordLogic Corporation.

Executive Summary of Results of Operations

For the years ended December 31 (thousands except per share amounts) 2004 2003 2002
Revenue $ 8 $ 16 $ 15
Operating expenses 620 721 374
Loss from operations (612) (705) (358)
Other expenses 24 36 45
Extraordinary gain 1,600 _ - _ -
Net income (loss) $ 935 $ (839 $ (403)
Total assets $ 313 $ 63 $ NP
Basic and diluted income (loss) per share:

Loss before extraordinary gain $ (0.03) $ (0.04) $ (0.02)

Extraordinary gain $  0.07 - -

Net gain or (loss) per share $ 0.04 $ (0.04) $ (0.02)
Weighted average common shares outstanding:

Basic 21,979 20,925 18,023

Diluted 23,375 20,925 18,023

All dollar amounts are in US dollars and in conformity with US GAAP. This information should be read in conjunction with the
Company’s consolidated financial statements and notes.
NP = Not provided

Financial Condition and Results of Operations

During the fiscal year ending December 31, 2004 the Company reached a settlement agreement with Hewlett
Packard Company regarding a copyright infringement claim, as well as related claims, filed by the Company against
Hewlett Packard Company in the United States District Court. The Company realized a net gain on the settlement
totaling $1,600,000 due to this extraordinary item. For the fiscal year ending December 31, 2004 the Company
recorded a net income after extraordinary item of $934,608. The Company experienced a net loss before
extraordinary item of $665,392 primarily comprised of selling, general and administrative expenses of $315,070,
research and development costs of $181,443, rent expense of $72,908, and stock-based compensation costs of
$50,795. The company continues to experience limited revenues from royalties; which were $7,730 for the year
ended December 31, 2004.

During the fiscal year ending December 31, 2003 the Company experienced a net loss of $838,809 primarily
comprised of selling, general and administrative expenses of $318,661, stock-based compensation costs of
$202,358, research and development costs of $133,847, and rent expenses of $65,773.

Liquidity and Capital Resources

During the fiscal year ending December 31, 2004 operating activities provided the Company $634,603 in cash, due
to a net income of $934,608 contributed to by the extraordinary gain on litigation settlement of $1,600,000. Cash
used in investing activities totaled $15,633 for purchases of equipment. Cash used in financing activities totaled
$263,565; including repayment of promissory notes and advances totaling approximately $790,000, and proceeds
from promissory notes and advances totaling approximately $533,000. Exchange rates on cash and cash equivalents
used $97,095; as compared to the prior year of $270,371 due to the strengthening of Canadian currency versus U.S.
currency during fiscal year 2003. The resultant overall net increase in cash and cash equivalents was $258,310;
where the beginning balance for the fiscal period was $3,751, the resultant balance for the period was $262,061.
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WordLogic Corporation.

During the fiscal year ending December 31, 2003 financing activities provided the Company $640,162 in cash,
primarily from funds received under a convertible promissory note of $582,616. Advances to and from related
parties provided $52,777 in cash and the proceeds from stock options exercised provided $12,276 in cash. $366,917
was used in operating activities and $1,002 was used in investing activities, while exchange rates on cash and cash
equivalents used $270,371 due to the strengthening of Canadian currency versus U.S. currency during the year. The
resultant overall net increase in cash and cash equivalents was $1,872; where the beginning balance for the fiscal
period was $1,879, the resultant balance for the period was $3,751.

WordLogic has and may continue to supplement cash flows from sales with additional equity and debt financing.
Expanded operations are expected to require additional capital, either from a future offering of equity or the
company pursuing other methods of financing, as appropriate.

The Company’s management has historically and continues to satisfy cash requirements through cash infusions
from officers and affiliates in exchange for debt and/or common stock. No officer or affiliate has made any
commitment or is obligated to continue to provide cash through loans or purchases of equity. There is no assurance
the Company will achieve profitable operations.

Patents & Trademarks

Six patent applications have been filed by the Company’s subsidiary, 602531 British Columbia Ltd., for “Method,
system and media for entering data in a personal computing device” in the United States, Canada and Europe. In
connection with one of the European patent applications, the European Patent Office granted European Patent No.
1171813 on March 4, 2004. European Patent No. 1171813 covers 8 countries: Germany, France, the United
Kingdom, Italy, Finland, Spain, the Netherlands and Portugal.

On January 12, 2005 two patent applications were filed by the Company’s subsidiary, 602531 British Columbia
Ltd., for “Method, system, apparatus and computer readable media for directing input associated with a keyboard-
type device” in the United States and internationally under the Patent Cooperation Treaty. On March 24, 2005, a
further related patent application was filed in Canada.

Through its subsidiary, 602531 British Columbia Ltd., the Company has obtained U.S. Trademark Registration No.
2,774,468 and Canadian Trademark Registration TMAS576,700 for the WORDLOGIC trademark. The
WORDLOGIC trademark was registered in the United States on October 21, 2003 and in Canada on February 28,
2003. A European Community Trade Mark Application for WORDLOGIC has been approved by the Community
Trade Mark Office and is pending registration.

Employees
WordLogic Corporation currently has four officers, two are engaged by management or consulting contracts and

two are employed at will. WordLogic Corporation also employs one software programmer and developer, engaged
through an employment contract.
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WordLogic Corporation.

Description of Property
Office facilities

WordLogic Corporation rents office space from an affiliate on a month-to-month basis. Monthly rent payments
vary based on the amount of office space utilized by the Company. For 2004, office rent incurred by the Company
totaled $72,908 (2003 - $65,773) including the Company’s proportionate share of utilities, property taxes and
common area maintenance costs.

Property and equipment

Property and equipment consisted of the following at December 31, 2004:

Office equipment $ 2,444
Computer equipment 89,319
Computer software 2,280
Furniture and fixtures 9.659
103,702

Less: accumulated depreciation (75.202)
$ 28,500

Equipment Under Capital Lease

WordLogic Corporation has no equipment under Capital Lease at December 31, 2004.

Directors, Executive Officers, and Significant Employees

The following information sets forth the names of the officers and directors of WordLogic Corporation

NAME

Frank R. Evanshen
650 West Georgia Street, Suite 2400
Vancouver, B. C., Canada V6B 4N7

T. Allen Rose
650 West Georgia Street, Suite 2400
Vancouver, B. C., Canada V6B 4N7

Mark Dostie
650 West Georgia Street, Suite 2400
Vancouver, B. C., Canada V6B 4N7

Dr. David Stirling
650 West Georgia Street, Suite 2400
Vancouver, B. C., Canada V6B 4N7

POSITION

President and CEO
Director

Chief Financial Officer
Director

Chief Technology Officer

Executive Vice President
Business Development
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WordLogic Corporation.

Frank R. Evanshen serves as President, Chief Executive Officer and a Director of WordLogic Corporation.

Mr. Evanshen was appointed President, CEO and Director on May 27, 2003, upon closing of the Agreement and
Plan of Merger between WordLogic Corporation and The American West.com, Inc. Mr. Evanshen has been a
venture capitalist and merchant banker for over 25 years and has extensive experience in raising capital for private
and public ventures.

Employment History

Employer Title Dates of Position
WordLogic Corporation President, CEO and Director May 27, 2003 to present

President, CEO and Director
President, CEO and Director

WordLogic Corporation — pre merger
MCC Meridian Capital Corp.

October 2001 to May 27, 2003
October 1997 to present

Education

Bachelor of Arts

Location Date

Loyola College, Montreal, PQ 1970

T. Allen Rose serves as Chief Financial Officer and a Director of WordLogic Corporation.

Mr. Rose was appointed CFO and Director on May 27, 2003, upon closing of the Agreement and Plan of Merger
between WordLogic Corporation and The American West.com, Inc. Mr. Rose is a Chartered Accountant and has
been in senior financial management for numerous private and public companies since 1983.

Employment History

Employer Title Dates of Position

WordLogic Corporation CFO and Director May 27, 2003 to present
WordLogic Corporation — pre merger CFO and Director October 2001 to May 27, 2003
Self-Employed Financial Consultant October 2000 to October 2001

CFO
VP Operations & Finance

Boston Pizza International
Priority Management Systems Inc.

January 2000 to October 2000

January 1998 to December 1999
Education Location Date

Ontario, Canada December 1983
McMaster University, Hamilton, ON May 1979

Chartered Accountant
BComm. — Finance & Accounting

Mark Dostie serves as Chief Technology Officer of WordLogic Corporation.
Mr. Dostie has previously held numerous positions managing and directing the application of software technologies.

Employment History

Employer Title Dates of Position
WordLogic Corporation Chief Technology Officer May 27, 2003 to present

WordLogic Corporation — pre merger

eMedialT Solutions Inc.
PricewaterhouseCoopers
MacDonald Dettwiler

Education

BSc. — Computer Science

Chief Technology Officer
CEO/CTO

Principle Consultant
Director

Location

University of Ottawa, Ottawa, ON

Page 11

May 2000 to May 27, 2003
June 1999 to May 2000
March 1997 to May 1999
March 1995 to February 1997

Date
1992



WordLogic Corporation.

Dr. David Stirling serves as Vice President of Business Development for WordLogic Corporation.

Prior to joining WordLogic, Dr. Stirling was Principal of Kyuquot Elementary Secondary School and Director of
the Houpsitas Adult Learning Center in Kyuquot, British Columbia. Throughout his career, Dr Stirling has been
developing individual education programs for students with learning difficulties.

Employment History

Employer Title Dates of Position
WordLogic Corporation VP of Business Development November 16, 2004 to present
Houpsitas Adult Learning Center Director 2000 to 2004
Kyuquot Elementary Secondary School Principal 1999 to 2004
Education Location Date
PhD - Kinesiology University of Saskatchewan 1981
MA - Education George Washington University 1972
BSc University of Guelph 1971

The directors of WordLogic Corporation. are aware of no petitions or receivership actions having been filed or
court appointed as to the business activities, officers, directors, or key personnel of WordLogic Corporation.

All Directors serve in such capacity until the next annual meeting of our shareholders and until their successors
have been elected and qualified. The officers serve at the discretion of the company's Directors.

There are no familial relationships among the officers and directors, nor are there any arrangements or
understanding between any of our directors or officers or any other person pursuant to which any officer or director
was or is to be selected as an officer or director.

The board of directors of WordLogic Corporation has determined that for the purpose of and pursuant to the
instructions of item 401(e) of regulation S-B titled Audit Committee Financial Expert, T. Allen Rose possesses the
attributes of an Audit committee financial expert. T. Allen Rose is the Chief Financial Officer and a Director of
WordLogic Corporation. WordLogic does not have a designated Audit Committee and relies on the board of
directors to perform those functions. T. Allen Rose is not independent as defined by item 401(e)(ii) of regulation S-
B. He receives compensation through a consulting agreement for his executive services to WordLogic and is an
affiliated person.

No non-compete or non-disclosure agreements exist between the management of WordLogic Corporation and any
prior or current employer.

All key personnel are employees or under contracts with of WordLogic Corporation.

WordLogic Corporation has not, nor proposes to do so in the future, make loans to any of its officers, directors, key
personnel, 10% stockholders, relatives thereof, or controllable entities. No loans of any kind are currently
contemplated between WordLogic Corporation and any officer or director.

None of WordLogic Corporation’s officers, directors, key personnel, or 10% stockholders has guaranteed or co-
signed any bank debt, obligation, or any other indebtedness pertaining to WordLogic Corporation.
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WordLogic Corporation.

Remuneration of Directors and Officers

Compensation Summary

SUMMARY COMPENSATION TABLE

Annual Compensation Award(s) Payouts
Restricted Securities
Other Annual Stock Underlying LTIP All Other
Salary Bonus Compensation Award(s) Options/SARs Payouts Compensation
Position Year %) % (8CAD) % #) % %
Frank Evanshen (1) 2004 0 0 125,000 0 0 0 0
President and Director 2003 0 0 100,000 0 0 0 0
2002 0 0 100,000 0 0 0 0
T. Allen Rose (2) 2004 0 0 62,000 0 0 0 0
Secretary and Director 2003 0 0 48,000 0 0 0 0
2002 0 0 48,000 0 0 0 0
Mark Dostie (3) 2004 0 0 65,951 0 0 0 0
Technology Officer 2003 0 0 0 0 0 0 0
2002 0 0 0 0 $188,000 0 0
Dr. David Stirling (4) 2004 0 0 10,000 0 0 0 0

Executive Vice President

Notes:

(M

@

3)

“)

The Company paid management fees of SCAD 150,000 during fiscal year 2004 to MCC Meridian Capital Corp., a
company controlled by Mr. Evanshen. MCC Meridian Capital Corp. is operating under a management agreement
requiring monthly payments of SCAD 16,111,67 and a provision for 700,000 options vesting over a three year period
beginning April 1, 2003. 100,000 options are exercisable at US$0.30 and 600,000 options are exercisable at US$1.00

The Company paid consulting fees of SCAD 62,000 during fiscal year 2004 to Mr. Rose. Mr. Rose is engaged under a
consulting agreement requiring monthly payments of $CAD 6,000. Mr. Rose has also been granted 250,000 options
vesting over a three year period beginning April 1, 2003. 50,000 options are exercisable at US$0.30 and 200,000
options are exercisable at US$1.00

The Company issued 1,000,000 stock options to Mr. Dostie as performance incentive compensation. They vest over a
three year period beginning April 1, 2003. 600,000 options are exercisable at US$0.30 and 200,000 options are
exercisable at US$0.57

The Company paid consulting fees of $SCAD 10,000 during fiscal year 2004 to Dr. Stirling. Dr. Stirling is engaged
under a consulting agreement requiring monthly payments of SCAD 5,000. Dr. Stirling has also been granted 100,000
options vesting over a three year period beginning November 10, 2004 .exercisable at US$0.60.

As of December 31, 2004, WordLogic Corporation had no group life, health, hospitalization, medical
reimbursement or relocation plans in effect. Further, we had no pension plans or plans or agreements which provide
compensation on the event of termination of employment or change in control of us.

WordLogic Corporation does not pay members of the Board of Directors any fees for attendance or similar
remuneration or reimburse them for any out-of-pocket expenses incurred by them in connection with our business.
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WordLogic Corporation.

Employment, Management and Consulting Agreements

MCC Meridian Capital Corp. (“MCC”), a company controlled by Mr. Evanshen, has a management agreement with
WordLogic Corporation for the services provided personally by Mr. Evanshen in his role as President, Chairman
and Chief Executive Officer of the Company. The agreement currently requires monthly payments of $CAD
8,333.34 for the services rendered.

Mr. Rose has a consulting agreement with WordLogic Corporation for the services provided by him in his role as
Chief Financial Officer of the Company. This agreement provides that Mr. Rose is paid $CAD 4,000 per month for
his services.

Mr. Peter Knaven has an employment agreement with WordLogic Corporation for his employment as a Software
Programmer and Developer for the Company.

Security Ownership of Management and Certain Securityholders

The following set forth; as of April 13, 2005; the beneficial ownership of WordLogic Corporation common stock by
each person known to the company to beneficially own more than five percent (5%) of the company's common
stock, including options, outstanding as of such date and by the officers and directors of the company as a group.
Except as otherwise indicated, all shares are owned directly.

Common Stock

Amount and Nature Percentage
Name and Address of Beneficial Owner of Beneficial Owner Acquirable of Class (1)
Frank R. Evanshen, President, Director 6,755,383 802,636 31.7%

3710 Southridge Place
West Vancouver, BC

MCC Meridian Capital Corp. 783,671 0 3.3%
(an entity controlled by Frank R, Evanshen)
650 West Georgia Street, #2400

Vancouver, BC

Harold Gunn 6,054,836 0 25.4%
1116 Ironwork Passage
Vancouver, BC

T. Allen Rose, CFO and Director 32,000 327,960 1.5%
724 Colborne Street
New Westminster, BC

Mark Dostie, Technology Officer 0 761,862 3.2%
5580 Woodpecker Drive.
Richmond, BC
Total Shares of 5% or more Beneficial Ownership 13,625,890 1,892,458 65.1%
Total Shares of Officers and Directors as a group 7,571,054 1,892,458 39.7%
Total Shares Issued and Outstanding: 21,951,663, if all exercised per note (1) 23,844,121

All ownership is beneficial and of record except as specifically indicated otherwise. Beneficial owners listed above
have sole voting and investment power with respect to the shares shown unless otherwise indicated.
Notes:

(1) Each beneficial owner’s percentage ownership assumes the exercise or conversion of all options, warrants and other
convertible securities held by such person and that are exercisable or convertible within 60 days after April 13, 2005.

The following lists such beneficial owners and the amount of shares of common stock, of the number of shares shown in the
preceding table, to which such beneficial owners have the right to acquire within the stated 60 day period:

Name of Beneficial Owner Number of Shares Acquirable
Frank R. Evanshen 802,636
Mark Dostie 761,862
T. Allen Rose 327,960
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WordLogic Corporation.

Interest of Management and Others in Certain Transactions

As of December 31, 2003, the Company owed an affiliate $45,788 for working capital advances. During the year
ended December 31, 2004, the affiliate advanced an additional $69,388 to the Company. The Company repaid the
balance of $115,176 during the year.

The Company rents office space from an affiliate on a month-to-month basis. Monthly lease payments vary based
on the amount of office space utilized by the Company. Office rent incurred by the Company totaled $72,908 and
$65,773 during the years ended December 31, 2004 and 2003, respectively.

As of December 31, 2003, the Company had notes payable due to an affiliate and a principal shareholder in the
amount of $294,773. During the year ended December 31, 2004, the affiliate advanced the Company an additional
$163,844. The Company repaid the principal balance of $458,617 and related interest of $107,864. Interest on the
notes commenced on October 1, 2001 at rates ranging from ten to fifteen percent. Interest expense totaled $19,763
and $27,008 for the years ended December 31, 2004 and 2003, respectively. At December 31, 2004, the Company
had $-0- notes payable due to related parties.

Market Price of Dividends on Common Equity and Other Shareholder Matters

There is currently a limited public market for the company's stock, as it is listed on the OTC Bulletin Board under
the symbol “WLGC”. The quotations provided are for the over the counter market which reflect interdealer prices
without retail mark-up, mark-down or commissions, and may not represent actual transactions. The prices included
below have been obtained from sources believed to be reliable (YAHOO, finance as of March 21, 2005):

Period Ending High Low Close
March 2005 $1.70 $1.15 $1.45
December 2004 2.20 1.28 2.15
September 2004 0.34 0.20 0.26
June 2004 1.35 0.52 0.60
March 2004 1.70 1.25 1.46
December 2003 2.15 1.68 1.90
September 2003 1.87 1.48 1.80
June 2003 2.40 1.96 2.00

The company has never paid dividends. At present, the company does not anticipate paying any dividends on its
common stock in the foreseeable future and intends to devote any earnings to the development of the company's
business.

Holders

WordLogic Corporation had 21,951,663 shares of common stock issued and outstanding as of December 31, 2004.
Approximately 157 shareholders hold shares directly and an undeterminable number of shareholders hold shares
indirectly through brokerage accounts.
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WordLogic Corporation.

Recent Sales of Unregistered Securities

During the years ended December 31, 2004 and 2003, the Company issued 71,600 and 4,066 restricted shares,
respectively, of its common stock in exchange for consulting services and payables. The transactions were recorded
based on the value of the services rendered. The Company recorded $40,451 and $1,138 as stock-based
compensation for the years ended December 31, 2004 and 2003, respectively. All shares were issued as exempted
transactions under Section 4(2) of the Securities Act of 1933 and are subject to Rule 144 of the Securities Act of
1933. The recipient(s) of our stock took their shares for investment purposes without a view to distribution.
Furthermore, they had access to information concerning our Company and our business prospects; there was no
general solicitation or advertising for the purchase of our shares; there were no commissions paid; and the securities
are restricted pursuant to Rule 144.

During the year ended December 31, 2004, the Company issued 16,400 shares of its common stock to unrelated
third parties as payment for account payables related to consulting services. The shares issued in the transaction
were valued based on the value of the services rendered. The Company’s payables were reduced by $7,004 as a
result of the stock transaction. All shares were issued as exempted transactions under Section 4(2) of the Securities
Act of 1933 and are subject to Rule 144 of the Securities Act of 1933. The recipient(s) of our stock took their shares
for investment purposes without a view to distribution. Furthermore, they had access to information concerning our
Company and our business prospects; there was no general solicitation or advertising for the purchase of our shares;
there were no commissions paid; and the securities are restricted pursuant to Rule 144.

During the year ended December 31, 2003, common stock option holders exercised options to purchase 210,773
shares of the Company’s common stock. The Company received proceeds totaling $12,276 for the exercised
options. All shares were issued as exempted transactions under Section 4(2) of the Securities Act of 1933 and are
subject to Rule 144 of the Securities Act of 1933. The recipient(s) of our stock took their shares for investment
purposes without a view to distribution. Furthermore, they had access to information concerning our Company and
our business prospects; there was no general solicitation or advertising for the purchase of our shares; there were no
commissions paid; and the securities are restricted pursuant to Rule 144.

On May 27, 2003, the Company issued 19,016,657 shares of its common stock in exchange for all 19,016,657
outstanding common shares of WLDE, and the two companies merged. This merger has been treated as a
recapitalization of WLDE, with the Company the legal surviving entity. Since the Company had, prior to the
recapitalization, minimal assets and no operations, the recapitalization has been accounted for as the sale of
2,907,006 shares of WLDE’s common stock for the Company’s net assets. At closing certain shareholders of the
Company agreed to cancel approximately 95.14 percent of the Company’s common shares outstanding, leaving a
total of 2,907,006 common shares outstanding. The Company issued 19,016,657 newly issued, restricted common
shares to the shareholders of WLDE. Following the closing, the Company remained the surviving corporation with
21,923,663 common shares outstanding, of which the former shareholders of WLDE own approximately 86.74
percent. All shares were issued as exempted transactions under Section 4(2) of the Securities Act of 1933 and are
subject to Rule 144 of the Securities Act of 1933. The recipient(s) of our stock took their shares for investment
purposes without a view to distribution. The transactions were an exchange resulting in an investment similar to the
one originally entered into by the recipient(s), management and business operations remained constant for the
recipient(s). Furthermore, they had access to information concerning our Company and our business prospects;
there was no general solicitation or advertising for the purchase of our shares; there were no commissions paid; and
the securities are restricted pursuant to Rule 144.

Common Stock Options

During the year ended December 31, 2004, the Company granted 1,010,000 options to employees. The options
carry exercise price of $0.60 per share and expires through June 1, 2011. Options granted vest on a monthly
interval and certain options vest immediately. The Company’s common stock had a market value ranging from
$0.60 to $1.50 per share on the date of grant. As a result, the Company recognized stock-based compensation
totaling $9,000 in accordance with APB 25. The weighted average exercise price and weighted average fair value
of the options as of December 31, 2004 were $0.60 and $0.61, respectively.

During the year ended December 31, 2004, the Company granted a consultant options to purchase 100,000 shares of
the Company’s common stock. The options carry an exercise price of $0.60 per share and vest on a monthly
interval. The Company determined the fair value of the options at $0.48 per share and recorded stock based
compensation of $1,344 in accordance with SFAS 123.
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WordLogic Corporation.
During the year ended December 31, 2003, common stock option holders exercised options to purchase 210,773
shares of the Company’s common stock. The Company received proceeds totaling $12,276 for the exercised
options.

During the year ended December 31, 2003, the Company granted a consultant options to purchase 600,000 shares of
the Company’s common stock, of which 540,000 were cancelled prior to December 31, 2003. The options carry
exercise prices ranging from $.30 to $.57 per share. The Company determined the fair value of the options at
$13,220 per share in accordance with SFAS 123.

During the year ended December 31, 2003, the Company granted 1,000,000 options to employees. The options
carry exercise prices ranging from $.30 to $.57 per share and expire on April 1, 2008. The Company’s common
stock had a market value of $.65 on the date of grant. As a result, the Company recognized stock-based
compensation totaling $188,000 in accordance with APB 25. The weighted average exercise price and weighted
average fair value of the options as of December 31, 2003 were $.46 and $.23, respectively.

Equity Compensation Plan Information

The following table provides information as of April 13, 2005 regarding compensation plans (including individual
compensation arrangements) under which equity securities are authorized for issuance:

Number of securities

Number of securities available for future
to be issued Weighted-average issuance under equity
upon exercise of exercise price of  compensation plans
outstanding options, outstanding options, (excluding securities
Plan Category warrants and rights ~ warrants and rights shown in first column)
Equity compensation plans
approved by shareholders™® 3,325,000 $0.68 0
Equity compensation plans 1,500,000 $1.75 1,500,000
not approved by shareholders'"
Total 4,825,000 $1.01 1,500,000

) Consists of shares of our common stock issued or remaining available for issuance under our stock option plan.

@ Approved by shareholders of WordLogic Corporation prior to the merger in May of 2003.
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WordLogic Corporation.

Changes In and Disagreements with Accountants on Disclosure

There have been no disagreements between the Company and its independent accountants on any matter of accounting principles
or practices or financial statement disclosure.

Submission of Matters to a Vote of Security Holders

WordLogic Corporation conducted an Annual Meeting of Shareholders on June 17, 2004; for the purpose of
considering and acting upon the following:

1. The election of two (2) directors to the Board of Directors,
2. Approval of Independent Public Accountant, and
3. Approval to increase the number of authorized common shares of the corporation.

All matters were voted on and passed at the Annual Meeting of Shareholders.

Final voting results were reported in WordLogic Corporation’s Quarterly Report on Form 10-QSB for the period
ending June 30, 2004; as filed with the Securities and Exchange Commission on August 13, 2004.

Compliance with Section 16(a) of the Exchange Act

Section 16(a) of the Securities Exchange Act of 1934 requires the company’s directors and officers, and persons
who own more than ten-percent (10%) of the company’s common stock, to file with the Securities and Exchange
Commission reports of ownership on Form 3 and reports of change in ownership on Forms 4 and 5. Such officers,
directors and ten-percent stockholders are also required to furnish the company with copies of all Section 16(a)
reports they file. Based solely on its review of the copies of such forms received by the company and on written
representations from certain reporting persons, the company believes that all Section 16(a) reports applicable to its
officers, directors and ten-percent stockholders with respect to the fiscal year ended December 31, 2004 were filed.

Additional Information

Reports on Form 8-K

On February 16, 2005, WordLogic Corporation filed a Report on Form 8-K disclosing Other Events — Press
Release; announcing a preview version of Predictive Keyboard ™ for Desktop PCs.

On January 26, 2005, WordLogic Corporation filed a Report on Form 8-K disclosing Other Events — Press Release;
announcing details as pertaining to a new patent application.

On July 26, 2004, WordLogic Corporation filed a Report on Form 8-K disclosing Other Events — Press Release;
announcing a settlement regarding WordLogic’s alleged copyright infringement suit against Hewlett-Packard.

Legal Proceedings

In March 2002, Hewlett-Packard Company ("HP") was granted a license to distribute a trial version of the
WordLogic Predictive Keyboard. In December 2002, the Company filed a Copyright infringement claim, as well as
related claims under California State law, against HP in the United States District Court for the Northern District of
California, San Jose Division.

The case was scheduled for trial in October 2004. Although HP continued to deny liability, on July 22, 2004, the
parties signed a settlement agreement whereby HP agreed to pay the Company $2 million in exchange for the
Company agreeing to release its claims and dismiss the lawsuit. The settlement has now been completed. The
Company's attorneys retained $400,000 out the settlement as payment for fees and costs related to the case, and the
remainder has been paid to the Company. The net gain on the settlement, totaling $1,600,000, is included in the
accompanying condensed statements of operations as an extraordinary gain.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of
WordLogic Corporation:

We have audited the accompanying consolidated balance sheet of WordLogic Corporation and its
subsidiary (a development stage company) as of December 31, 2004, and the related consolidated
statements of operations, changes in shareholders’ deficit, and cash flows for the years ended December
31, 2004 and 2003. These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based
on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the consolidated financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of WordLogic Corporation and its subsidiary as of December 31, 2004,
and the results of their operations and their cash flows for the years ended December 31, 2004 and 2003
in conformity with accounting principles generally accepted in the United States of America.

The accompanying consolidated financial statements have been prepared assuming the Company will
continue as a going concern. As discussed in Note 1 to the consolidated financial statements, the
Company has suffered significant operating losses since inception and has a net capital deficit at
December 31, 2004, which raises a substantial doubt about its ability to continue as a going concern.
Management’s plans in regard to these matters are also described in Note 1. The consolidated financial
statements do not include any adjustments that might result from the outcome of this uncertainty.

As described in Note 8 to the consolidated financial statements, the Company has restated its consolidated
balance sheet as of December 31, 2004 and its consolidated statements of operations, changes in
shareholders’ deficit and cash flows for the year ended December 31, 2004 because of the subsequent
discovery by management of the beneficial conversion feature discussed in Note 4.

/s/ Cordovano and Honeck, LLP
Cordovano and Honeck, LLP
Englewood, Colorado

March 18, 2005

(except for Notes 4 and 8, as to
which the date is April 3, 2006)
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WordLogic Corporation and Subsidiary
(A Development Stage Company)

CONSOLIDATED BALANCE SHEET

December 31, 2004
As Restated
(see Note 8)
Assets
Current assets:

Cash $ 262,061

Account receivables 7,151

Prepaid expenses 15,561

Total current assets 284,773
Property and equipment, net of
accumulated depreciation of $75,202 (Note 3) 28.500
Total assets $ 313,273
Liabilities and Shareholders’ Deficit
Current Liabilities:

Accounts payable, trade $ 97,733

Accrued expenses 6,640

Accrued interest 15,154

Total current liabilities 119,527
Long-term debt:
Convertible note payable (note 4) 665.943
Total liabilities 785.470
Shareholders’ deficit (note 5):

Common stock, $.001 par value, 100,000,000 shares authorized,

21,951,663 shares issued and outstanding 21,952
Additional paid-in capital 1,686,611
Accumulated deficit (2,278,794)
Equity accumulated during development stage 461,694
Cumulative translation adjustment (363,660)

Total shareholders’ deficit (472.197)
Total liabilities and shareholders’ deficit $ 313,273

The accompanying notes are an integral part of these consolidated financial statements.
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WordLogic Corporation and Subsidiary
(A Development Stage Company)

CONSOLIDATED STATEMENTS OF OPERATIONS

For the Years Ended
December 31, 2004 December 31, 2003
As Restated
(see Note 8)
Royalty revenue $ 7.730 $ 15,568
Operating expenses:
Stock-based compensation (Note 5):
Common stock options 10,344 201,220
Consulting services 40,451 1,138
Rent, related party (Note 2) 72,908 65,773
Selling, general and administrative 315,070 318,661
Research and development 181.443 133.847
Total operating expenses 620,216 720,639
Loss from operations (612,486) (705,071)
Other income (expenses):
Interest income 1,760 -
Interest expense:
Related parties (Note 2) (19,763) (27,008)
Beneficial conversion (Note 4) (29,718) (97,661)
Other (57,130) (16,056)
Gain on settled payables 51,945 6.987
Loss before income taxes and
extraordinary item (665,392) (838,809)
Income tax provision (Note 7) - -
Loss before extraordinary item (665,392) (838,809)
Net extraordinary gain on litigation settlement,
less applicable income taxes of $-0- (Note 6) 1.600,000 -
Net income (loss) $ 934,608 $ (838.,309)
Basic income (loss) per share:
Loss before extraordinary item $ (0.03) $ (0.04)
Extraordinary gain $ 0.07 $ -
Net income (loss) $ 0.04 $ (0.04)
Diluted income (loss) per share:
Loss before extraordinary item $ (0.03) $ (0.04)
Extraordinary gain $ 0.07 $ -
Net income (loss) $ 0.04 $ (0.04)
Weighted average common shares outstanding
Basic 21,979.496 20,925,000
Diluted 23,375,422 20,925,000

The accompanying notes are an integral part of these consolidated financial statements.

Page 22



Balance, January 1, 2003

Common stock options
exercised (Note 5)

Common stock issued in exchange
for services (Note 5)

Common stock options
granted (Note 5)

Beneficial conversion on convertible
note payable (Note 4)

Net loss

Balance, prior to reverse merger

Reverse merger with The
American West.com, Inc. (Note 1)
Cancelled shares
Beneficial conversion on convertible
note payable (Note 4)
Comprehensive loss:
Net loss
Cumulative translation adjustment
Comprehensive loss
Balance, December 31, 2003

Common stock issued in exchange
for services and payables (Note 5)
Common stock options granted
(Note 5)
Beneficial conversion on convertible
note payable (Note 4)
Comprehensive income:
Net income
Cumulative translation adjustment
Comprehensive income
Balance, December 31, 2004

WordLogic Corporation and Subsidiary

(A Development Stage Company)

Consolidated Statement of Changes in Shareholders’ Deficit

Equity Cumulative
(Deficit) Translation
Accumulated  Adjustment
Additional During Other
Common Stock Paid-In Accumulated Development Comprehensive
Shares Par Value Capital Deficit Stage Income/(Loss) Total
As Restated As Restated As Restated
(see Note 8) (see Note 8) (see Note 8)
18,801,818  $ 18,802 $ 1,289,947 $ (1,912,899) -8 3806 $ (600,344)
210,773 211 12,065 - - - 12,276
4,066 4 1,134 - - - 1,138
- - 201,220 - - - 201,220
- - 13,940 - - - 13,940
- - - (365.895) - - (365.895)
19,016,657 19,017 1,518,306 (2,278,794) - 3,806 (737,665)
2,907,006 2,907 (2,907) - - - -
(60,000) (60) 60
- - 83,721 - - - 83,721
- - - - (472,914) - (472,914)
- - - - - (270,371) (270,371)
- - - - - - (743.285)
21,863,663 $ 21,864 $ 1,599,180 $ (2,278,794) $ (472914) $ (266,565) $ (1,397,229)
88,000 88 47,369 - - - 47,457
- - 10,344 - - - 10,344
- - 29,718 - - - 29,718
- - - - 934,608 - 934,608
- - - - - (97,095) (97.095)
- - - - - - 837.513
21,951,663 § 21,952 $ 1,686,611 $§ (2,278,794) $ 461,694 § (363,660) $ (472,197)

The accompanying notes are an integral part of these consolidated financial statements.
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WordLogic Corporation and Subsidiary
(A Development Stage Company)

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended
December 31, 2004 December 31, 2003
As Restated
(see Note 8)

Cash flows from operating activities:
Net income (loss) $ 934,608 $ (838,309)
Adjustments to reconcile net income (loss) to net cash
used in operating activities:

Depreciation and amortization 11,416 12,057
Common stock issued for services and payables 47,457 1,138
Common stock options granted 10,344 201,220
Beneficial conversion (Note 4) 29,718 97,661
Changes in current assets and liabilities:
Receivables 27,891 (22,881)
Other assets (15,563) -
Accounts payable and accrued liabilities (338,321) 118,641
Accrued interest payable (72.947) 64.056
Net cash provided by (used in) operating activities 634.603 (366.917)
Cash flows from investing activities:
Purchases of equipment (15.633) (1,002)
Net cash used in investing activities (15,633) (1,002)

Cash flows from financing activities:

Proceeds from related party advances (Note 2) 69,388 58,150
Repayment of related party advances (Note 2) (115,176) (56,599)
Proceeds from promissory notes issued to related parties (Note 2) 163,844 86,550
Repayment of related party promissory notes (Note 2) (458,617) (35,324)
Proceeds from convertible promissory note 299,852 582,616
Repayment of convertible promissory notes (216,525) -
Payments on capital lease obligation (6,331) (7,507)
Proceeds from stock options exercised - 12,276
Net cash (used in) provided by financing activities (265.565) 640,162
Effect of exchange rate changes on cash (97.095) (270.371)
Net change in cash 258,310 1,872
Cash, beginning of year 3,751 1.879
Cash, end of year $ 262,061 $ 3,751

Supplemental disclosure of cash flow information:
Cash paid for income taxes
Cash paid for interest

cealce]
cealce]

168,029 1,200

The accompanying notes are an integral part of these consolidated financial statements.
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WordLogic Corporation Annual Report

Notes to Consolidated Financial Statements

1 Summary of Significant Accounting Policies

Organization and Basis of Presentation

WordLogic Corporation (the “Company” or “WLC”), formerly TheAmericanWest.com, Inc., was incorporated
under the laws of the State of Nevada on March 30, 1999. The Company’s primary business is the development and
commercialization of data entry software for handheld computing devices.

Reverse Merger

On March 11, 2003, WLC entered into an Agreement and Plan of Merger (the “Agreement”) with WordLogic
Corporation-private company (“WCPC”), a British Columbia, Canada corporation. On May 27, 2003, WLC issued
19,016,657 shares of its common stock in exchange for all 19,016,657 outstanding common shares of WCPC, and
the two companies merged. This merger has been treated as a recapitalization of WCPC, with WLC the legal
surviving entity. Since WLC had, prior to the recapitalization, minimal assets and no operations, the
recapitalization has been accounted for as the sale of 2,907,006 shares of WCPC’s common stock for the net assets
of WLC. Following the closing, WLC remained the surviving corporation with 21,923,663 common shares
outstanding, of which the former shareholders of WCPC own approximately 86.74 percent.

In connection with the closing of the Agreement, WLC changed its name to “WordLogic Corporation” (formerly
TheAmericanWest.com, Inc.) and changed its OTCBB symbol under which its common stock trades on the Over-
The-Counter Bulletin Board to “WLGC”. WLC’s directors resigned their positions and the executive officers of
WCPC were appointed to fill the vacancies created by the resignations, which resulted in a change in control.

Going concern

Inherent in the Company’s business are various risks and uncertainties, including its limited sources of operating
capital and historical operating losses. The Company’s continuation as a going concern is dependent upon its
ability to generate sufficient cash flow to meet its obligations on a timely basis and ultimately to attain profitability.
The Company’s management intends to satisfy cash requirements through cash infusions from officers and affiliates
in exchange for debt and/or common stock. There is no assurance the cash infusions will continue in the future or
that the Company will achieve profitable operations. The financial statements do not include any adjustments that
might result from the outcome of this uncertainty.

The Company’s future success will be dependent upon its ability to create and provide effective and competitive
software products that meet customers changing requirements; including the effective use of leading technologies to
continue to enhance its current products and to influence and respond to emerging industry standards and other
technological changes on a timely and cost-effective basis.

Development Stage

Following its reverse merger on May 27, 2003, the Company entered the development stage and became a
development stage enterprise in accordance with Statement of Financial Accounting Standard (“SFAS”) No. 7,
Accounting and Reporting by Development Stage Enterprises. The $461,694 income recognized by the Company
from May 27, 2003 through December 31, 2004, which includes the extraordinary gain of $1,600,000 is included in
the accompanying consolidated financial statements as “equity accumulated during development stage”.

Basis of Consolidation

The consolidated financial statements include the accounts of WordLogic Corporation and its wholly owned
subsidiary 602531 British Columbia Ltd., an entity incorporated under the laws of the Province of British Columbia,
Canada. All significant intercompany balances and transactions have been eliminated in consolidation.
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Notes to Consolidated Financial Statements

Use of Estimates

The preparation of the consolidated financial statements in accordance with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and the disclosure of contingent assets and liabilities at the date of the consolidated financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates.

Reclassification

Certain balances for the year ended December 31, 2003, have been reclassified to conform with the current year
presentation with no effect on net income.

Cash and Cash Equivalents

The Company considers all highly liquid debt instruments with original maturities of three months or less when
acquired, to be cash equivalents. The Company had no cash equivalents at December 31, 2004.

Receivables

The Company considers its receivables to be fully collectible; accordingly, no allowance for doubtful accounts is
required.

Functional Currency

The Company’s functional currency is the Canadian dollar; however, the accompanying consolidated financial
statements and footnotes refer to United States (“U.S.”) dollars unless Canadian dollars are specifically designated
with “CDN”.

Property, Equipment and Depreciation

Property and equipment are stated at cost and are depreciated over their estimated useful lives as follows:

Asset Method Rate
Computer equipment Straight-line 33.3%
Computer software Straight-line 100.0%
Furniture and fixtures Declining balance 20.0%
Other equipment Declining balance 20.0%

Depreciation is recorded at one-half of the normal rate in the year of acquisition.

Upon retirement or disposition of equipment, the cost and accumulated depreciation are removed from the accounts
and any resulting gain or loss is reflected in operations. Repairs and maintenance are charged to expense as
incurred and expenditures for additions and improvements are capitalized.

Impairment of Long-Lived Assets

The Company evaluates the carrying value of its long-lived assets under the provisions of SFAS No. 144,
Accounting for the Impairment or Disposal of Long-Lived Assets. Statement No. 144 requires impairment losses to
be recorded on long-lived assets used in operations when indicators of impairment are present and the undiscounted
future cash flows estimated to be generated by those assets are less than the assets’ carrying amount. If such assets
are impaired, the impairment to be recognized is measured by the amount by which the carrying amount of the
assets exceeds the fair value of the assets. Assets to be disposed of are reported at the lower of the carrying value or
fair value, less costs to sell.
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Notes to Consolidated Financial Statements

Software Development Costs

Software development costs are recorded in accordance with Statement on Financial Accounting Standards
(“SFAS”) Statement No. 86, “Accounting for the Costs of Computer Software to be Sold, Leased or Otherwise
Marketed”. Costs incurred to establish the technological feasibility of computer software to be sold, leased, or
otherwise marketed are expensed as incurred to research and development costs. Once technological feasibility is
established, the cost of producing product masters for the software is capitalized. Capitalization of the software
development costs ceases and amortization of the capitalized costs commences when the product is available for
general release to customers. Capitalized costs are amortized based on the greater of (a) the ratio of current gross
revenues to the total current and anticipated future gross revenues, or (b) the straight-line method over the
remaining estimated economic life of the product.

Research and Development

Expenditures relating to the development of new products and processes, including significant improvements to
existing products, are expensed as incurred.

Income Taxes

The Company accounts for income taxes under the provisions of SFAS No. 109, Accounting for Income Taxes
(SFAS 109). SFAS 109 requires recognition of deferred tax liabilities and assets for the expected future tax
consequences of events that have been included in the consolidated financial statements or tax returns. Under this
method, deferred tax liabilities and assets are determined based on the difference between the financial statement
and tax bases of assets and liabilities using enacted tax rates in effect for the year in which the differences are
expected to reverse.

Revenue Recognition

The Company’s revenue is earned through one royalty-based contract to utilize the Company’s hand-held data entry
software. The contract runs for a period of twelve months and automatically renews for successive twelve month
periods unless either party notifies the other party of its election not to renew at least 60 days prior to the end of the
term. Royalty revenues are earned based on the number of products sold containing the Company’s hand-held data
entry software.

Revenue is recognized after it has been earned, collection is probable, and the value has been determined under the
terms of the royalty contract.

Financial Instruments

The Company’s financial instruments, including cash, accounts receivable, and accounts payable and other
liabilities are carried at cost, which approximates their fair value due to the short-term maturity of these instruments.
The debt obligations are carried at cost, which approximates fair value due to the prevailing market rate for similar
instruments.

Foreign Currency Translation

The accounts of the Company’s foreign operations have been translated into United States dollars. Assets and
liabilities of those operations are translated in U.S. dollars using exchange rates as of the balance sheet date; income
and expenses are translated using the weighted average exchange rates for the reporting period. Translation
adjustments are deferred in accumulated other comprehensive income (loss), a separate component of shareholders’
equity.
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Notes to Consolidated Financial Statements

Stock-based Compensation

The Company accounts for stock-based employee compensation arrangements in accordance with Accounting
Principles Board (“APB”) Opinion 25, “Accounting for Stock Issued to Employees” and complies with the
disclosure provisions of SFAS No. 123, “Accounting for Stock-Based Compensation.” Under APB No. 25,
compensation expense is recorded under the intrinsic value method and is based on the difference, if any, on the
date of grant, between the fair value of the Company’s stock and the exercise price. The Company accounts for
stock issued to non-employees in accordance with the provisions of SFAS No. 123. SFAS 123 requires the fair
value based method of accounting for stock issued to non-employees in exchange for services.

Companies that elect to use the method provided in APB 25 are required to disclose pro forma net income and pro
forma earnings per share information that would have resulted from the use of the fair value based method. The
Company has elected to continue to determine the value of stock-based compensation arrangements under the
provisions of APB 25. Pro forma disclosures have been included in Note 5.

Earnings (loss) per share

The Company computes net income per share in accordance with Statement of Financial Accounting Standards No.
128 “Earnings Per Share.” Under the provisions of SFAS No. 128, basic net income per share is computed by
dividing the net income available to common shareholders for the period by the weighted average number of
common shares outstanding during the period. Diluted net income per share is computed by dividing the net
income available to common shareholders for the period by the weighted average number of common and common
equivalent shares outstanding during the period. Common equivalent shares, consisting of common shares issuable
upon the exercise of stock options are included in diluted net income per share to the extent such shares are dilutive.

2) Related Party Transactions

As of December 31, 2003, the Company owed an affiliate $45,788 for working capital advances. During the year
ended December 31, 2004, the affiliate advanced an additional $69,388 to the Company. The Company repaid the
balance of $115,176 during the year.

The Company rents office space from an affiliate on a month-to-month basis. Monthly lease payments vary based
on the amount of office space utilized by the Company. Office rent incurred by the Company totaled $72,908 and
$65,773 during the years ended December 31, 2004 and 2003, respectively.

As of December 31, 2003, the Company had notes payable due to an affiliate and a principal shareholder in the
amount of $294,773. During the year ended December 31, 2004, the affiliate advanced the Company an additional
$163,844. The Company repaid the principal balance of $458,617 and related interest of $107,864. Interest on the
notes commenced on October 1, 2001 at rates ranging from ten to fifteen percent. Interest expense totaled $19,763
and $27,008 for the years ended December 31, 2004 and 2003, respectively. At December 31, 2004, the Company
had $-0- notes payable due to related parties.
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A3) Property and Equipment

Property and equipment consisted of the following at December 31, 2004:

Office eqUIpMENt..........ccoevevveerieriereieiereenans, $ 2,444
Computer equipment............cccceeveeereeereeennenne 89,319
Computer software.........c.cccveevveereereesneenens 2,280
Furniture and fiXtures.........ccccceeeevvveiinveenneenn, 9,659
103,702

Less accumulated depreciation..................... (75,202)
$ 28,500

Depreciation expense totaled $11,416 and $12,057 for the years ended December 31, 2004 and 2003, respectively.

4 Convertible Note Payable

At December 31, 2003, the Company had a convertible promissory note outstanding in the amount of $582,616.
During the year ended December 31, 2004, the Company received additional proceeds of $299,852 and repaid
$216,525 of the principal balance and $60,205 of accrued interest. The note has a face value of up to $1,000,000
which carries an eight percent interest rate and matures on March 31, 2006. Principal and accrued interest are
payable in any combination of cash and common stock of the Company at the option of the lender. The Company
can repay principal and interest with common stock at a rate of 85 percent of the stock’s market value on the date of
advance. As of December 31, 2004, the convertible promissory note has an outstanding principal balance of
$665,943 and accrued interest of $15,154 reflected on the accompanying consolidated financial statement. Interest
expense during the year ended December 31, 2004 totaled $57,130.

The intrinsic value of the imbedded beneficial conversion feature related to the option for conversion into the
Company’s common stock totaled $29,718 and $97,661 for the years ended December 31, 2004 and 2003,
respectively. The beneficial conversion is recognized as interest expense with a corresponding increase to
additional paid-in capital in the accompanying consolidated financial statements.

The consolidated financial statements have been adjusted because management discovered an error in the
consolidated financial statements included in the December 31, 2004 Form 10-KSB. The error, consisting of the
non-cash beneficial conversion discussed above, had no impact on the Company’s total shareholders’ deficit.
Nevertheless, management considered it necessary to immediately restate the 2004 consolidated financial statements
for transparency. The note holder did not take advantage of the imbedded beneficial conversion feature as of
December 31, 2004.

&) Shareholders’ Deficit
Common Stock

During the years ended December 31, 2004 and 2003, the Company issued 71,600 and 4,066 restricted shares,
respectively, of its common stock in exchange for consulting services and payables. The transactions were recorded
based on the value of the services rendered. The Company recorded $40,451 and $1,138 as stock-based
compensation for the years ended December 31, 2004 and 2003, respectively.

During the year ended December 31, 2004, the Company issued 16,400 shares of its common stock to unrelated
third parties as payment for account payables related to consulting services. The shares issued in the transaction
were valued based on the value of the services rendered. The Company’s payables were reduced by $7,004 as a
result of the stock transaction.
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During the years ended December 31, 2003, common stock option holders exercised options to purchase 210,773
shares of the Company’s common stock. The Company received proceeds totaling $12,276 for the exercised
options.

Common Stock Options

A summary of changes in the number of stock options outstanding for the years ended December 31, 2004 and 2003
is as follows:

Weighted Average
Number of Exercise Price
Shares Per Share
Balance at January 1, 2003............... 1,625,773 $ 0.40
Options granted.............coccevveuennene, 1,600,000 $ 0.47
Options exercised...........ccceeurnenne. (210,773)  $ 0.06
Options expired/canceled.............. (540,000)  § 0.48
Balance at December 31, 2003......... 2,475,000 $ 0.68
Options granted.............cceceeveruennene, 1,110,000 $ 0.60
Options exercised...........c.cevne.... - $ -
Options expired/canceled.............. (260,000)  $ 0.57
Balance at December 31, 2004......... 3,325,000 $ 0.68
Options exercisable
at December 31, 2003.................... 1,375,000 $ 0.56
Options exercisable
at December 31, 2004.................... 1,917,778 $ 0.76

Summarized information about stock options outstanding as of December 31, 2004 is as follows:

Outstanding Exercisable
Number of  Remaining Life =~ Number of
Exercise Price at: Options (in years) Options

$ 0.30 600,000 33 516,667
$ 0.57 600,000 33 600,000
$ 0.60 1,110,000 4.2 202,778
$ 1.00 1,015,000 4.1 598,333
3,325,000 1,917,778
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Stock options - employees

During the year ended December 31, 2004, the Company granted 1,010,000 options to employees. The options
carry exercise price of $0.60 per share and expires through June 1, 2011. Options granted vest on a monthly
interval and certain options vest immediately. The Company’s common stock had a market value ranging from
$0.60 to $1.50 per share on the date of grant. As a result, the Company recognized stock-based compensation
totaling $9,000 in accordance with APB 25. The weighted average exercise price and weighted average fair value
of the options as of December 31, 2004 were $0.60 and $0.61, respectively.

During the year ended December 31, 2003, the Company granted 1,000,000 options to employees. The options
carry exercise prices ranging from $.30 to $.57 per share and expire on April 1, 2008. The Company’s common
stock had a market value of $.65 on the date of grant. As a result, the Company recognized stock-based
compensation totaling $188,000 in accordance with APB 25. The weighted average exercise price and weighted
average fair value of the options as of December 31, 2003 were $.46 and $.23, respectively.

Pro forma information regarding net income and earnings per share is required by SFAS 123 as if the Company had
accounted for the granted stock options under the fair value method of that Statement. The fair value for these
options was estimated at the date of grant using the Black-Scholes option-pricing model with the following
assumptions:

2004 2003
Risk-free interest rate..........occeveereriesienieeiene e 1.01-2.03% 2.50%
Dividend yield.......ccccceveieiviieiieieeeceeceeeee e 0.00% 0.00%
Volatility faCtor.....c.coveieieiieiee e 90.14-99.90% 40.73%
Weighted average expected life.........ccoeevvevienienivncieiiiinnnns 1-5 years 1 year

The Black-Scholes options valuation model was developed for use in estimating the fair value of traded options,
which have no vesting restrictions and are fully transferable. In addition, option valuation models require the input
of highly subjective assumptions including the expected stock price volatility. Because the Company’s stock
options have characteristics significantly different from those of traded options, and because changes in the
subjective input assumptions can materially affect the fair value estimate, in management’s opinion, the existing
models do not necessarily provide a reliable single measure of the fair value of its stock options. However, the
Company has presented the pro forma net loss and pro forma basic and diluted loss per common share using the
assumptions noted above.

For the Years Ended
December 31,
2004 2003
Net income (loss), as reported $ 934,608 $ (838,809)
Pro forma net income (loss) $§ 855,378 $ (885,009)
Basic net income (loss) per common share, as reported $ 0.04 $ (0.04)
Diluted net income (loss) per common share, as reported $ 0.04 $ (0.04)
Pro forma basic net income (loss) per common share $ 0.04 $ (0.04)
Pro forma diluted net income (loss) per common share $ 0.04 $ (0.04)
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Stock options - non-employees

During the year ended December 31, 2004, the Company granted a consultant options to purchase 100,000 shares of
the Company’s common stock. The options carry an exercise price of $0.60 per share and vest on a monthly
interval. The Company determined the fair value of the options at $0.48 per share and recorded stock based
compensation of $1,344 in accordance with SFAS 123.

During the year ended December 31, 2003, the Company granted a consultant options to purchase 600,000 shares of
the Company’s common stock, of which 540,000 were cancelled prior to December 31, 2003. The options carry
exercise prices ranging from $.30 to $.57 per share. The Company determined the fair value of the options at $0.15
and $0.36 per share and recorded stock based compensation of $13,220, in accordance with SFAS 123.

(6) Litigation Settlement

In March 2002, Hewlett-Packard Company ("HP") was granted a license to distribute a trial version of the
WordLogic Predictive Keyboard. In December 2002, the Company filed a Copyright infringement claim, as well as
related claims under California State law, against HP in the United States District Court for the Northern District of
California, San Jose Division.

The case was scheduled for trial in October 2004. Although HP continued to deny liability, on July 22, 2004, the
parties signed a settlement agreement whereby HP agreed to pay the Company $2 million in exchange for the
Company agreeing to release its claims and dismiss the lawsuit. The settlement has now been completed. The
Company's attorneys retained $400,000 out the settlement as payment for fees and costs related to the case, and the
remainder has been paid to the Company. The net gain on the settlement, totaling $1,600,000, is included in the
accompanying condensed statements of operations as an extraordinary gain.

@) Income Taxes

A reconciliation of the U.S. statutory federal income tax rate to the effective tax rate is as follows:

Years Ended
December 31,
2004 2003
U.S. federal statutory graduated rate.................... 34.00% 34.00%
Net operating loss for which tax
benefit is currently available.............cccceerurenenne -34.00% -34.00%
0.00% 0.00%

At December 31, 2004, the Company has a net operating loss carryforward for federal income tax purposes of
approximately $1,098,891, which was fully allowed for in the valuation allowance of $1,098,891. The valuation
allowance offsets the net deferred tax asset for which there is no assurance of recovery. The change in the valuation
allowance for the years ended December 31, 2004 and 2003 was $964,326 and $251,990, respectively. Due to the
uncertainty of the ultimate utilization of the net operating loss carryforward, no tax benefit for losses has been
provided by the Company in the accompanying financial statements. The net operating loss carryforward will
expire through the year 2023.

The valuation allowance will be evaluated at the end of each year, considering positive and negative evidence about
whether the deferred tax asset will be realized. At that time, the allowance will either be increased or reduced;
reduction could result in the complete elimination of the allowance if positive evidence indicates that the value of
the deferred tax assets is no longer impaired and the allowance is no longer required.

Should the Company undergo an ownership change as defined in Section 382 of the Internal Revenue Code, the
Company’s tax net operating loss carryforwards generated prior to the ownership change will be subject to an
annual limitation, which could reduce or defer the utilization of these losses.
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8) Restatement

The Company has restated its December 31, 2004 consolidated financial statements to reflect the beneficial
conversion feature associated with the convertible note payable discussed in Note 4. The beneficial conversion,
totaling $127,379 (829,718 in 2004 and $97,661 in 2003), has been recognized as interest expense with a
corresponding increase to additional paid-in capital in the accompanying consolidated financial statements.

The following sets forth the effects of the restatement discussed above. Amounts reflected as “As Previously
Reported” represent those amounts included in the Company’s initial Annual Report on Form 10-KSB for the year
ended December 31, 2004.

Consolidated Balance Sheet As
December 31, 2004 Previously
Reported Adjustment As Restated
CommON StOCK.......eveiiieiiieieeiee e $ 21,952  §$ - $ 21,952
Additional paid-in capital...........c..ccceeeereriinneennn.. 1,559,232 127,379 1,686,611
Accumulated deficit........c.cceveeviiinieeniieieeie, (2,264,854) (13,940) (2,278,794)
Deficit accumulated during development stage.... 575,133 (113,439) 461,694
Cumulative translation adiustment....................... (363.660) - (363.660)
§ (472197 _§ - $ (472.197)
Consolidated Statement of Operations As
For The Year Ended December 31, 2004 Previously
Reported Adjustment As Restated
Loss from Operations..............cceeveeeveveeeresreneennnn. $ (612,486) $ - $  (612,486)
Interest iNCOME..........veeeeeeeeieeeieeeeeeee e 1,760 - 1,760
Interest expense:
Related parties.........cceevvevveecvenienieieee e (19,763) - (19,763)
Beneficial conversion..........ccceecveevveeniienveennnen. - (29,718) (29,718)
L0 711 1<) PR (57,130) - (57,130)
Gain on settled pavables.........cccccevvereenieenneennnne, 51.945 - 51.945
Loss before inCome taxes....ocuueeeeeeeeeeeeeeeeeeeeeenan, $  (635.674) _$ (29.718) _$ (665.392)
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Consolidated Statement of Changes in Shareholders' Deficit
For The Year Ended December 31, 2004

As

Previously

Reported Adjustment As Restated
Beneficial conversion on convertible note............ $ - $ 29,718  § 29,718
NEt INCOME.....eeeiieiieeeeeee e, 964.326 (29.718) 934.608
Balance, December 31, 2004.........cccovvvvveeeeeennnnn, $ (472.197) _$ - $ (472.197)
Consolidated Statement of Cash Flows As
For The Year Ended December 31, 2004 Previously

Report Adjustment As Restated

Cash flows from operating activities:

NEt INCOME.......eevierieeieieeeeeere e, $ 964,326 $ (29,718) $ 934,608
Beneficial conversion..............coeeveeeeeveeeeecveeeeenns - 29,718 29,718
Net cash provided by operating activities............. $ 634.604 _$ - $ 634.604
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WordLogic Corporation includes as exhibits to the Company’s Annual Report on Form 10-KSB:

3.1 Articles of Incorporation
3.2 Bylaws

14.1 Code of Ethics

31.1 Certification of Principal Executive Officer (Rule 13a-14(a)/15d-14(a))
31.2 Certification of Principal Accounting Officer (Rule 13a-14(a)/15d-14(a))

32.1 Certification of Principal Executive Officer pursuant to Section 1350
322 Certification of Principal Accounting Officer pursuant to Section 1350

Description of Exhibits

Exhibits 3.1 and 3.2
Articles of Incorporation, as amended, of WordLogic Corporation
Bylaws of the Corporation

Exhibit 14.1
Code of Ethics of WordLogic Corporation

Exhibits 31.1 and 31.2
Certifications of the Principal Executive Officer and Principal Accounting Officer, respectively,
required by Rule 13a-14(a) (17 CFR 240.13a-14(a)) or Rule 15d-14(a) (17 CFR 240.15d-14(a))

Exhibits 32.1 and 32.2

Certifications of the Principal Executive Officer and Principal Accounting Officer, respectively,
required by Rule 13a-14(b) (17 CFR 240.13a-14(b)) or Rule 15d-14(b) (17 CFR 240.15d-14(b))
and Section 1350 of Chapter 63 of Title 18 of the United States Code (18 U.S.C. 1350)

Controls and Procedures

WordLogic Corporation management, including the Principal Executive Officer and Principal Financial Officer,
have conducted an evaluation of the effectiveness of disclosure controls and procedures pursuant to Exchange Act
Rule 13a-14(c) and 15d-14(c). This evaluation was conducted within 90 days prior to the filing of this report.
Based on that evaluation, the Principal Executive Officer and Principal Financial Officer concluded that the
disclosure controls and procedures are effective in ensuring that all material information required to be filed in this
annual report has been made known to them in a timely fashion. There have been no significant changes in internal
controls or in other factors that could significantly affect internal controls subsequent to the date the Principal
Executive Officer and Principal Financial Officer completed their evaluation.

Code of Ethics

WordLogic Corporation has adopted a code of ethics that applies to its senior officers such as the principal
executive officer, principal financial officer, principal accounting officer and persons performing similar functions.
This code of ethics is included as an exhibit to this annual report
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(1) Audit Fees

The aggregate fees billed for each of the last two fiscal years for professional services rendered by the principal accountant for
the audit of the registrant's annual financial statements and review of financial statements included in the registrant's Form 10-
KSB or services that are normally provided by the accountant in connection with statutory and regulatory filings or engagements
for the fiscal years ending December 31, 2004 and 2003 were: $9,400 and $8,350, respectively.

(2) Audit-Related Fees

The aggregate fees billed in each of the last two fiscal years for assurance and related services by the principal accountant that
are reasonably related to the performance of the audit or review of the registrant's financial statements and are not reported under
item (1) for the fiscal years ending December 31, 2004 and 2003 were: $0 and $0, respectively.

(3) Tax Fees

No aggregate fees were billed for professional services rendered by the principal accountant for tax compliance, tax advice, and
tax planning for the fiscal years ending December 31, 2004 and 2003.

(4) All Other Fees

No aggregate fees were billed for professional services provided by the principal accountant, other than the services reported in
items (1) through (3) for the fiscal years ending December 31, 2004 and 2003.

(5) Audit Committee

The registrant's Audit Committee, or officers performing such functions of the Audit Committee, have approved the principal
accountant's performance of services for the audit of the registrant's annual financial statements and review of financial
statements included in the registrant's Form 10-KSB or services that are normally provided by the accountant in connection with
statutory and regulatory filings or engagements for the fiscal year ending December 31, 2004. Audit-related fees, tax fees, and all
other fees, if any, were approved by the Audit Committee or officers performing such functions of the Audit Committee.

(6) Work Performance by others

The percentage of hours expended on the principal accountant's engagement to audit the registrant's financial statements for the
most recent fiscal year that were attributed to work performed by persons other than the principal accountant's full-time,
permanent employees was less than 50 percent.
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Signatures

In accordance with Section 13 or 15(d) of the Exchange Act, the registrant caused this report to be signed on its
behalf by the undersigned, thereunto duly authorized.

WordLogic Corporation
(Registrant)

Date April 11, 2006 /S/ Frank R. Evanshen
Frank R. Evanshen, President
Principal Executive Officer

In accordance with the Exchange Act, this report has been signed below by the following persons on behalf of the
registrant and in the capacities and on the dates indicated.

WordLogic Corporation
(Registrant)

Date April 11, 2006 /S/ Frank R. Evanshen, President
Frank R. Evanshen, President
Principal Executive Officer

Date April 11, 2006 /S/ T. Allen Rose, CFO
T. Allen Rose, Chief Financial Officer
Principal Accounting Officer
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